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Abstract:
Passing  through  the  globalization  period,  we  are  witnesses  of  a  larger  gateway  to  the  values 
general accepted in the developed and developing countries. Part of this process is represented by the 
accounting craft. So, after the period when accounting was representing a static image and then a dynamic 
one, now it seems to be in accordance with this continuing evolution.
As long as more companies are using the IFRS and the evaluation of assets and debts is based on 
the  fair or present  value  it is talking  about  as it is named  an actuarial  accounting.  According to  the 
development of an economy, the actual (present) value means an estimation of future cash flow by a rate. 
Practically seems to be an inclination towards the engagement accounting as long as the events are 
recognized & reported when arise not when cash is collect or paid. In spite of this, for a company a good 
profit and loss account doesn’t mean a strong treasury situation too. 
Even if, there is a convention of using the accrual accounting I try to develop o strategy regarding 
the cash flow information – based on the cash accounting as an exception of this, for a correct  evaluation 
of liquidity, knowing the strong influence for economic decisions. So, the cash foresees are used for the 
financial security of company through an adjustment of unjustified payments. 
Regarding to all of those reasons, a joining of accruals with cash may be an important factor for a 
correct evaluation financial statements.  




If we start from the premise that every economic transaction (goods acquisitions, services 
or investment / financial activity, or creating a debt) is generating a plus or minus value for a 
period, we must express it correctly from liquidity point of view.  
As long as more companies are using the IFRS and the evaluation of assets and debts is
based on the fair or present value it is talking about as it is named an actuarial accounting. 
According to the development of an economy, the actual (present) value means an estimation of 
future cash flow by a rate. If the level of inflow / outflow is foreseen through an evaluation of the 
managerial  politics,  the  rate  depends  on  some  extern  factors  like:  the  economic  politics,  or 
inflation  (as  passive  monthly liquidity  depreciation).  So,  there  is  a  difference between  a  net 
treasury recorded by a company in an excessive inflation economy and moderate one.  
From this point of view, there is an opening of the accounting to the actuarial calculation in 
the context of passing from the engagement accounting to the treasury accounting. For all that, 
practically seems to be an inclination towards the engagement accounting as long as the events 
are recognized & reported when arise not when cash is collect or paid. In spite of this, for a 
company a good profit & loss account doesn’t mean a strong treasury situation too. 
Even if, there is a convention of using the accrual accounting I try to develop o strategy 
regarding the cash flow information – based on the cash accounting as an exception of this, for a 
correct  evaluation of liquidity, knowing the strong influence for economic decisions. So, the cash Journal of Applied Economic Sciences 
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foresees are used for the financial security of company through an adjustment  of unjustified 
payments. 
The evaluation activity means in fact the monetary expression of transactions, and it will be 
used for bringing the wished performances, by manipulating the measure of economical events 
and transactions. 
For surpassing this limit, it has been adopted the cash accounting joining the engagement 
(accrual) one.
The relation between accrual and cash is significant for all users, even for the lenders, who 
are basing their loan approval and pricing decisions on assessed probability of applicants’ ability 
to repay loans, or managers, investors and others too. 
The Cash Flow Statement is offering information on the monetary cash in–out flow and 
which is the liquidity origin. So, in spite of the Balance sheet and the Profit and Loss Account 
(based  on  the  accrual  accounting)  this  statement  is  reflecting  unconventional  information 
(realities) on treasury situation.    
2. Literature review
The  present  research  is  taking  into  consideration  the  most  recent  international  and 
interesting articles in this area. 
Regarding some specialist’s conceptions on the relation accrual accounting versus cash 
accounting we have to report to some international researches articles. 
So,  referring  to  the  relationship  between  disclosure  quality  and  mispricing  of  the 
components of earnings (accruals and cash flow), is an evidence of significant accrual and cash 
flow  mispricing  for  firms  with  lower–quality  disclosures.  So,  the  magnitude  of  cash  flow 
subsumes the  predictive  ability of  magnitude  of accruals,  suggesting  that  cash flow  measure 
captures the mispricing associated with earnings components. There is an association between the 
magnitude of cash flow and future abnormal returns for firms with lower quality disclosures and a 
significant reduction in this association for firms with higher quality disclosures [Michael Drake, 
James Myres, Linda Myres, (2007)].
There  is  a  value  –  relevance  of  cash  flow  from  operations  (CFO)  and  accruals  with 
investment (growth) opportunities. The premise that accrual accounting based earnings is superior 
to cash flows for estimating firm value is a key element of the conceptual foundation of GAAP. 
An implication on this is represented by the accruals that are values relevant components of 
earnings [Barth et al. (1999), and Dechow (1994)] said that earnings dominate CFO in return 
association tests. It is important to mention that CFO and accruals regarding the value relevance 
of earnings influence their relative impact. 
Also, Bowen et al. in 1987 suggest that CFO is more strongly associated with returns than 
accruals, and Rayburn in 1986 said that is no difference, and Bernard and Stober (1989) suggest 
that the valuation implications of cash flows and accruals vary with the economic conditions, 
quality of measurement.
As  long  as  there  are  some  transactions  which  are  often  distinct  separate  from  their 
associated cash flow, we may see that accrual accounting allows firms to overcome timing and 
matching problems that make cash accounting a noisy measure of performance [Riahi Belkaoui, 
(1992); Dechow, (1994)]. By using the accruals, non–cash economic transactions can be reflected 
in financial reports in a timelier manner that better matches revenues and costs, thereby providing 
a better indication of enterprise performance [FASB, (1978)]. Using the accrual accounting it 
may provide a positive signal of a company’s management since this method is assumed to reflect 
the potential management (for private information) and higher accounting quality [Louis, and 
Robinson, (2005)].  Journal of Applied Economic Sciences 
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Jones et al. (1995) and Lee (1993) give some arguments for why cash accounting may be 
more beneficial then accrual accounting for lending decision. In addition to the arbitrary nature of 
accruals, these arguments include cash accounting being more predictive of future cash flow and 
financial  distress  in  many  businesses;  providing  an  unambiguous  measure  of  managerial 
performance; and an increased importance of cash resources for ongoing liquidity and solvency. 
An  experiment  of  Sharma  and  Iselin  in  2003  prove  that  bankers  judgments  regarding 
solvency are more accurate using cash flow information than using accrual accounting, and in the 
same way Jones in 1998 concludes that cash flow statements, has a greater influence in taking a 
variety lending decisions, comparable with the financial statements based on accrual accounting, 
and Francis et al (2005) and Bharath et al. (2008) analyzed the implications of accrual accounting 
for small business and large/public companies in debt contracting. 
The public sector doesn’t make any exception of this report, for example in Romania, and 
not only, there were two trends: a traditional one based on cash accounting and a modern one 
based on accrual accounting. Respect the first one it is appropriate for the public sector especially 
for  the  budget  accounting  and  budget  execution.  Regarding  the  second  model  it  was 
recommended for maximize the effects of the process of competition and public management 
efficiency being achieved with minimal costs (A. T. Tudor), Greece being a model of using both 
cash and accruals.
Also, Ryan, Tucker, Zarowin in 2005 reflect that in spite of classification of the cash 
flows on trading positions as operating, trading is economically a hybrid operating and non–
operating activity. So, the market appreciates the hybrid natures of the cash flow and accruals 
associated  with  trading  positions  and  can  differentiate  firms  based  on  the  relative  operating 
character of their activities.
For some specialists, accrual accounting is more informative then cash one, and surveys 
find that small business lenders rate accrual accounting as their preferred source of financial 
information for taking the decisions [Baker, Cunningham, (1993), AICPA, (2004)], and for other 
reverse of this conception. 
3. Theoretical background 
Accounting versus globalization
Starting with the ‘90 period and continuation by now it’s seems talking more about the 
process of globalization. 
Etymologically, this word means a connection between the same field of activity of all 
countries which have clang to the international standards general accepted from the developed & 
developing countries. From this point of view, I was talking (in abstract) that the accounting as 
science is not an exception. 
Once the liberalization of financial and capital market advanced it imposed an increased 
rhythm  of  needed  information  for  the  financial  stability,  starting  with  insignificant  required 
information  and  ending  with  the  calculation  of  financial  indicators  to  present  in  fact  the 
economical reality of an entity. 
As long as the amount of information has increased as well as does the quality. Looking 
from this point of view the financial (accounting) information must be in accordance with the 
international  financial  reporting  standards  and  some  external  factors  like  the  market  actors, 
because they require new information in this sector of activity.
After the period when the accounting was presenting a static image (XVIII – XIX century) 
and then a dynamic one (XX century) of the financial statements, now we are witnesses of a new 
tendency to an actuarial accounting which is in accordance with the globalization processes. Even 
if this is a subject debated for now, more on the theoretical level, it represents in fact the passing 
to a new stage of accounting. Now the actuarial services is going to assist in the development of Journal of Applied Economic Sciences 
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social security for insurance, investing or other activities which focuses on the future cash flow 
evaluation from the present investments.
Regarding  the  relation,  globalization  versus  accounting,  first  one  as  a  part  of  this 
development processes of economy and the second one as science (and not only, practices too) 
we are able to recognize that this is a natural consequence of evolutional spirit. 
Above all of this we must mention that this harmonization with the international standards 
must be implant taking in account the national norm and standards. From this point of view the 
processes  of  adaptation  of  our  low  to  the  European  Directives  is  part  of  the  economic 
globalization. 
And so, all this factors enable to unanimous interpretation of some financial indicators, 
reported  to  the  same  values,  by  any  accounting  information  users  of  each  country  which  it 
accepted as general reporting standards. 
4. Between historical cost and present value
Why would be today such a subject, a problem for accounting? The answer seems to be 
easy, that because doesn’t exist a standard / an evaluation level generally accepted, as long as the 
framework tells that it is able to choose the adequate evaluation basis from a list: historical cost, 
current cost, realizable/ settlement value or present value. 
If we take in account that now there are some situations where the evaluation of some 
assets and liabilities achieved in ’90 are measured to historical cost we may say that is not fair for 
the economic reality. 
Starting from the premise that every economic transaction even if it is goods acquisitions 
or a services or investment / financial activity, or creating a debt, is generating a plus or minus 
value for a period, the recording and the maintaining this type of measure (the historical cost) is 
not a solution. 
For all of this a new evaluation to a fair value in some cases is necessary and recommended 
taking in account those factors which are imposed by the market strategy. In the same way we 
must  see  the  actual  value,  because  it  represents  an  actualization  of  the  future  cash  inflow  / 
outflow, or the current cost or settlement value. 
In the  last  period  it  was accredited  the  idea  that  the  actuarial  principles  are  generally 
applied only to the insurance activity and pension funds, or as long as this type of evaluation by 
actualize for the next period the present investments, why wouldn’t extend to other kinds of 
activities.  
In this context important to say that the present value of expected future cash flows is 
influenced by the: estimate future cash flows and to apply an appropriate discount rate to them. 
This estimate is taking into account that projections have to base on reasonable assumptions. The 







C0 – the assets for the T0 moment; 
Fn – the cash flow generated for the n moment;           
i – discount rate
The discount rate must depend on: current market rate and asset class risk adjustment, and 
also it could be use the nominal interest rate reflecting the current market conditions as balance 
sheet date. Journal of Applied Economic Sciences 
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Another factor which mustn’t ignore is the rate of inflation. If we consider it as a passive 
monthly monetary depreciation of the economic transactions it has really influences above the 
financial statement especially there, when, it has big figures (more than 7 – 8%/year). 
Even if doesn’t seems to have an important influences to the treasury we must reflect that if 
would exist an account that reflect the “Expenses resulted from the inflation evolution” as an 
unmonetary expenses, it could influence the net increase or decrease of CFO if we added it (like 
the depreciation of assets). 
If we take into consideration the next statement which refers to the inflation rate evolution, 
for  example,  in  Romania for  the  last  ten  years,  we  remark  its  impact  for  the  liquidity  of  a 
company. 
Table 1: The rate of inflation for 1988 – 2007 in Romania     
YEAR 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Inflation rate % 59.1 45.8 45.7 34.5 22.5 15.3 11.9 9 6.56 4.84
Source: http://www.insse.ro/
There it is the evolution graphically: 
THE INFLATION RATE EVOLUTION IN ROMANIA FOR THE LAST 



























Figure 1. The inflation rate evolution in Romania for the last 10 years
So that, from this evolution such of expenses account (for the rate of inflation) could help 
to the liquidity evaluation. 
Also, let’s take an example, if we make a parallel between a subsidiary of firm that develop 
its activity in a country where the rate of inflation is over the 8% and other subsidiary of the same 
firm but in a country with a rate of inflation that is 2% we’ll see that this has an important 
influence. 
Let’s take a look to the next example. 
Table 2. Compared cash flow of a company from different countries
Indicators company A in country 
with 2% inflation
company A in country 
with 8% inflation
net treasury from operating activities* 
(indirect method)  5.000 4.000Journal of Applied Economic Sciences 
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       * expenses with the inflation  200 800
net treasury from investment activities   4.000 3.000
net treasury from financial activities   –6.000 –5.000
net increase /decrease treasury  3.200 2.800
So that, this table reflect the influences over the cash flow of the rate of inflation, as we 
considered it as a monetary passive depreciation (like the assets depreciation) as long as it is able 
to influence the CFO with its value.
Regarding its influences we may consider that as log as there exist a factor of physical and 
moral  depreciation  for  the  tangible  and  intangible  assets  also  could  exist  a  monetary  value 
depreciation as an expression of the inflation rate. 
Treasury (cash) accounting or accrual (engagement) accounting? 
Even if is a simple question for the adepts or specialists, this represents a challenge for 
them. Why this happen? 
From the start we are in a really quandary regarding the accounting approach between cash 
and accrual. Of course there are different points of view, some of them are supporting the first 
one and other the second one. 
Practically there is an inclination for the accruals – and that because one of the financial 
statements, Profit and Loss Account it is based on the engagement accounting. Those who are 
sustaining this conception are staking on forecasting the  cash in–outflow for the next period 
knowing the incomes and expenses levels for now. 
And so, they are taking in account on there evaluation the present incomes and expenses 
which are engaged for the moment and not only the cash in–outflow, which are paid or collected 
by the company. 
Even thought, over the last few years it has been adopted a new financial statement named 
– Cash Flow Statement – which but it seems that is not sustained as the other tow principal 
statements (Balance Sheet and Profit and Loss Account), not even by specified low. There is 
offering nothing more but a model of how to prepare it, for other problems we must consult the 
IFRS, IAS 7 – which are very resumed by offering some examples of operations (for those three 
activities – operating, investments, financial)
If the Balance sheet offers a static image of the financial statements for treasury (initial & 
final value) and Profit and loss account offer a dynamic one for the incomes and expenses level, 
the cash flow statement presents the liquidity level divided into those 3 categories of activity. 
The IAS 7 – presents those three activities (operating, investing and financing), disclosed 
the main terms (cash, cash flows, cash equivalents) and presents a model of calculating the total 
net treasury (for operating – direct and indirect methods, investment and financial transactions). 
So we determinate the contribution of each  activities to  the liquidity level of company. The 
separation of flows regarding there origin has the advantage of some explanation concerning the 
firm’s financial position. This statement it has its pluses and minuses. For the first category we 
have to mention that it offers information that other statements doesn’t, for cash flow, in the 
second category there is relative difficult to introduce some transactions in each kind of activities 
(operating, investment or financial), IAS7 presenting only few examples of operations groped on 
those three activities. 
A  positive  cash  flow  from  an  operation  activity  indicates  that  the  current  activity  is 
efficiently  managed  and  is  generating  more  liquidities  than  it  consumed.  Regarding  the 
investment activities, those reflect the investment and disinvestment operations in and off the 
financial market and other that could generate plus or minus cash. The financial operations are 
referring to the external funds used by a company when the own resources aren’t enough. Journal of Applied Economic Sciences 
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Let’s take the next example for explain the usefulness of the Cash Flow Statements. It’s 
used information from Cash Flow Statements and Balance Sheet from two companies and the 
figures were rounded:
Table 3. Cash Flow Statements – information
Indicator  company A company B
Operating activities  40.500 21.500
Investments activities  –21.300 –5.100
Financial activities  1.5800 19.600
Net cash flow 3.5000 36.000
Table 4. Balance Sheet – information
Indicator 31.12.2006 31.12.2007 Increase
Cash for A 42.800 77.800 35.000
Cash for B 32.500 68.500 36.000
Figure 2. Cash flow for thecompany A         Figure 3. Cash flow for the company B














Figure 4. Cash flow evolution for 2 companies
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From a first view, just looking to the Balance Sheet information we may say that company 
B (36.000) has recorded a better liquidity then A (35.000), and a strong cash flow report. Also, 
using information from the Cash Flow Statements, there is a difference between its provenances. 
Both of those companies have invested for new acquisition but in some different way: A basing 
on its main activity and B basing on lending founds. 
So that, the net increase cash flows for those tow companies is almost the same. In spite of 
this, if we evaluate the evolution for every type of activity, we see that for the first company the 
main activity (operating one) was generating plus of liquidity, as long as the other company’s 
activity is based on lending more then its main activity. 
The net increase explains that the liquidity generated by the base activity, allowed covering 
the current and investment needs that are not financed by invested capital sales or a financing 
politics. 
Under the cash accounting, income is not counted until the cash is actually received, and 
expenses has been paid, so revenues and expenses are recognized when are collected are paid 
to/by the company.
Based on this information the analyst could determinate: the ability of company to generate 
cash,  or  to  finance  its  growth  from  internally  generated  funds,  the  effects  of  management’s 
decisions.  He  is  interested  on  assessing  the  firm’s  future  cash  generating  capability  from 
operations, taking in account that the cash flow (like the incomes and expenses) can be erratic 
from a period to the other being random, cyclical or seasonal for some transactions. 
The standard reflects that for big companies often have negative free cash flows because of 
the capital expenditures and other investments that are required for the firm’s development and 
other companies that are mature have a positive free cash flow, or a significantly positive free 
cash flow for other, which means that is a low level of capital expenditures (of investments). 
There are some evaluation models that are basing on cash flow from the main activity. 
From this point of view some managers use to record cash inflow from operating and outflows 
form the other two. That’s why are events which are discretionary grouped in the cash flow 
activities;  from  example  the  payment  of  taxes  (there  is  an  interest  on  reducing  the  current 
payments by deferring when is possible), or the manipulate of operating cash flow by timing the 
payments for development repairs or maintenance, or from contracts, and so on.
Let’s see which are the benefits for bought types of accounting in the small business case: 
Table 5. Accrual versus cash accounting benefits
Accrual accounting benefits Cash accounting benefits
1. expenses are counted towards tax deduction even 
though are not paid
2. good  financial  evaluation  for  the  account  that 
refers  to  the  firm’s  current  situation  for 
collection/payment transactions  
1. easier for small business owners regarding the 
time spent
2. easier for determining the actual cash and not 
only the money owed
3. easier  for  understanding  the  basic  cash  flow 
information
Regarding this discussion, all companies, without any exception, must be interested on 
liquidity information and having a positive monetary situation.    
In the mean time, we are able to say that for this period when the financial crisis covered 
all world it is recommended to keep liquidity as much as it is possible, so that the investments is 
not a solution.
For all of this the monetary expression of every transaction must joint with the specified 
operation of collecting or paying. 
At  this  time  is  generally  accepted  the  engagement  accounting  as  convention  for  all 
transactions which are recognized in the financial statements when it arise not when are collected Journal of Applied Economic Sciences 
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or paid. An exception from this is represented by the information regarding the cash flow level. 
The  cash  accounting  is  based  on  the  cash  in–out  flow  as  a  balance  between  payments  and 
collections. The treasury / cash foresee is aiming the financial security and profitability of the 
company by decreasing the expenses (payments) which are financially unjustified.
From this point of view the cash evolution for the next short period is remarkable with 
strong influence for the economic decisions. 
So that, the relationship between accrual and cash is significant for all users, starting with 
lenders, who  are  basing  their loan  approval and pricing decisions on  assessed probability of 
applicants’ ability to repay their debts, and also for managers, investors and others too. 
5. Conclusion
The usefulness of one of these two models – accruals vs. cash – depends on the user’s 
necessity (even it is: lender, manager, government, investors and others) 
We  should  base  our  economical  interpretation  on  the  other  financial  statements  too, 
because  by  using  the  accrual  accounting  it  will  providing  information  respecting  the  next 
payments and collects that will be recorded by the company. Now, only the information regarding 
the cash flow is an exception from the convention of engagement accounting general accepted by 
specialists. In accordance with this, the events and transactions are recognized when are arising 
not when cash is collected or paid.
For all of this, the managerial politics must follow to record the cash inflows from the 
operating activity and cash outflows for the investing and financial activity. By doing so the 
company could sustain all investment expenditures or an important part from the main (base) 
activity (operating one). 
So,  is  recommended  more  attention  to  this  financial  statement  for  a  faire  evaluation 
liquidity  of  a  company,  because  a  plus  value  of  incomings  for  the  next  period  (maybe 
uncertainty), doesn’t mean that for the moment the company have a good financial cash situation. 
This  was  able  to  see  from  the  presented  example where  a  net  increased  cash  flow  must  be 
evaluate depending on the influence of each type of activity. 
The utility of Cash Flow Statement is basing on the fact that a better monetary situation for 
a moment (start/end of the year from the Balance Sheet) doesn’t mean a strong cash flow for the 
future evaluation liquidity report. 
Another  aspect that  mustn’t be ignored is  the  rate of  inflation as a  monthly monetary 
depreciation, because of its potential influences (in an economy with big figures more then 8%) to 
the cash flow from operating activity.   
As a conclusion, even if it is recommended to use also, the accrual accounting, the cash 
flow situation must be a strong indicator for the company’s liquidity for every time especially in a 
crisis period and so any company must have financial statement based both cash and engagement 
accounting.  
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